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“l try to be cynical, but its
so hard to keep up.”
. Lily Tomin

STOCK MARKET TI M NG DJI A: 8506. 62 S & P 500: 884.66

In our view, the U S. stock market entered a secul ar bear market in the first
quarter of year 2000. The benchmark starting points for this secul ar bear are:

St andard and Poor’s 500 | ndex: 1527. 46 March 24, 2000
Dow Jones | ndustrial Average 11722.98 January 14, 2000

Al though it is too early to estimate the I ength of the secul ar bear market trend,
the historic record shows two previous secul ar bear markets since the Great Depression
The first began Septenber 3, 1929 (DJI A 381.18) and ended al npst twenty—years |ater on
June 13, 1949 (DJI A 161.60). The second started February 9, 1966 (DJI A 995.15) and ended
over sixteen years |later on August 12, 1982 (776.98).

As is the case with all secular trends, we expect this one to include a series of
cyclical bear markets and cyclical bull markets, with a typical duration of one—+to—three
years each. The broad nmarket is nowinto the 29th nonth of the first cyclical bear market
in this process. This makes the current cyclical bear market the | ongest such decline
since the early 1930's. In addition, the current cyclical bear market now ranks anong
the greatest of all tinme in terns of percentage decline, with the notable exception of
the 89% stock market neltdown that occurred fromlate—2929 through m d—2932.

Since this is only the third secular bear market since the end of the Roaring 20's,
it is very unfamiliar territory for nost investors. Few who experienced the wath of the
19291949 secul ar bear market remain active in today’'s marketplace. Those who experi -
enced the difficult stock nmarket period between February, 1966 and August, 1982 were
swept up in the secular bull market trend that followed for over seventeen—years. Toward
the end of that period, the “new era thinkers” took over the stock market in a frenzy
of specul ative activity that gave us Wall Street’'s sequel to Dutch Tulipmania.

During the |ast secul ar bear market, buy—and—hold investors were not rewarded for
the risk of being in the stock market. The annual return for the broadbased Standard
and Poor’s 500 Index was 5.1% and alnost all of this return came in the formof taxable
cash dividends. The Standard and Poor’s 500 |Index started the sixteen—year period on
February 9, 1966 at a price |level of 95, and finished on August 12, 1982 at a price |leve
of 102. This resulted in a total cunulative price gain of just 7.4% which is a compound
annual rate of return of less than 0.5%

Due to the high interest rates that prevailed during nmuch of the period from 1966
t hrough m d—2982, Treasury Bill investors did about the same as stock market investors,
despite the fact that they took no risk. As a result, risk—free returns provided a
better investnent choice than risky and volatile equities during the secul ar bear period,
when conpared with a buy—and—hol d i nvest ment approach
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There were four cyclical bear markets during the February 1966—August 1982 secul ar
bear negatrend, as neasured by the Standard and Poor’s 500 | ndex. They were:

% Change Dur ati on
February 9, 1966

to October 7, 1966 —22.2% 240 days
Novenber 29, 1968

to May 6, 1970 —36. 1% 543 days
January 11, 1973

to COctober 3, 1974 —48. 2% 630 days
Novenber 28, 1980

to August 12, 1982 —27. 1% 622 days

The average | ength of these cyclical bears was 16.7 nonths. Al were shorter than
the current cyclical bear, and the only one that rivaled the current bear market in
depth was the 1973—%4 decli ne.

Secul ar bear markets are difficult for investors. Cash reserves are strategically
val uabl e because they allow investors to take advantage of cyclical bull narket oppor-
tunities that inevitably occur within the overall |ong—term secular trend. Ideally,
stock market cash reserves can be invested during cyclical bull nmarket periods in order
to generate profits. The 1966—1982 secul ar bear market included four major cyclica
bull markets, with gains ranging from32%to 76% The cyclical bulls lasted from 21
to 38 nonths based on the Dow Jones Industrial Average. Simlar gains occurred in the
br oadbased Standard and Poor’s 500 | ndex.

We will continue our effort to identify the next cyclical bull market opportunity.
However, we recommend retaining stock market cash reserves until our | ong—term stock
mar ket timng indicators return to bullish territory. So far, there have been severa
false alarns sounded in Wall Street calling for the end of this brutal bear market. In
all cases they have proved ephemeral. In spring of 2001, with the Standard and Poor’s
500 Index trading in the m d-1100"s, nmany decl ared the bear was over. Again, follow ng
the terrorist attacks in Septenber of 2001, with the Standard and Poor’s 500 | ndex clos-
ing as | ow as 966, many gurus declared the bear was over. Meanwhile, despite the inev-
itabl e short—term bear nmarket rallies along the way, the broad market has continued to
deteriorate under the cover of the secular downtrend that began early in year 2000.

We believe the stock market is inexorably |inked to econom c perfornmance. Despite
the extraordi nary nonetary and fiscal nmeasures taken to stinulate econom c growh since
t he begi nning of 2001, the economy continues to fight an uphill battle toward recovery.
This is evident in the steep falloff in Real GDP growth in the second quarter to only
1.1% versus the revised first quarter figure of 5% which was heavily influenced by
changes in inventory levels. The consuner remains the key to recovery, and the funda-
mentals relating to the health of the consumer renmain questionable. Consumer debt as
a percentage of personal incone remains at record highs, and the personal savings rate
has just started to inprove froma level close to zero at yearend 2001. So far, thanks
to low interest rates, housing has renmined the bright spot for the U S. econony.

All of this leads us to stay with our Standard and Poor’s 500 | ndex operating
earnings estimate for cal endar year 2002 of $42.20, within a $41 to $43 range. This
estimate renmains well below the Wall Street consensus. OQur cal endar year 2003 operating
earnings estimate remains at $47.10, also well below the Wall Street consensus. Qur
estimate for GAAP (generally accepted accounting principles) earnings in both years
is $5.00 bel ow our operating earnings estinmtes. GAAP earnings include all charges,
except those from di sconti nued operati ons and sone extraordi nary itens.
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Wal | Street sage and author Peter L. Bernstein has the best quote we have seen re-
gardi ng the subject of corporate earnings. Bernstein, who is the author of Against The
Gods, The Remarkable Story of Risk, said “reported earnings are an open scandal of m s-
i nformati on, subject to change wi thout notice, as the saying goes.” The subject of
corporate earnings has becone a Wall Street nightnmare. Many issues renmmin controver-
sial, including assunptions regarding pension fund returns, which tend to be overly
optimstic in the 29th nonth of a major bear market. |In addition, we have the ongoing
conundrum of how to account for stock option issuance. Also, there is the issue of
how compani es shoul d deal with “non—ecurring” items that in too many cases are sinply
a reflection of a failed business plan. Al though the accounting profession has nore
work to do in these areas, we regard the new Standard and Poor’'s definition of “core
earnings” as a major step in the right direction.

In sutmmary, the prom se of the next cyclical bull market encourages us to renmin
vigilant and patient in anticipation of the next Marketinmer buy signal. W expect to
return to a fully invested position, ideally in the vicinity of the bottomof this
cyclical bear market. In our view, the nost likely tineframe is either later this year
or during the first—half of 2003. We are maintaining our hold rating on Nasdaq 100
(QQQ) shares, as we believe they can trade at much higher levels during the next
cyclical bull market. Subscribers interested in any change that may occur between
newsl etters may check the bulletin page at www. bobbrinker.comon a regul ar basis.

When the next buy signal occurs, we will also post our nodel portfolio reconmendations
at the bulletin page, in addition to sending the information by mail to subscribers.

FEDERAL RESERVE UPDATE

The Federal Open Market Conmittee nmeets on August 13 to review econonic conditions
and deci de whether any changes in short—terminterest rates are necessary. Both the
federal funds rate (1.75% and the discount rate (1.25% renmain at 40—year |lows as the
Fed continues its relentless effort to pronote econonm c growth. Meanwhile, the econom c
mal ai se conti nues agai nst a backdrop of uncertain consuner confidence and a bear narket
in stock prices that ranks anpbng the worst in the post—Pepression era.

The Fed is reluctant to reduce rates further due to weakness in the dollar, which
woul d I'ikely weaken further if short—+termrates were | owered again. An increase in rates
at this tinme seens out of the question given the uncertain state of the econony. So we
expect no change in interest rates at the upcom ng FOMC neeti ng.

The Federal Reserve is doing all that it can to provide liquidity to the system
during these troubled tines. The nonetary base shows year—ever—year real growth of 10.3%
up from9.2% | ast nonth. The narrowl y defined noney supply, M1, shows real year—ever—
year growh of 3.7% versus 4.7% | ast nonth. The broader M2 nobnetary aggregate shows
real year—ever—year growh of 6% up slightly fromb5.8%I ast nonth.

Table A
Latest Monthly Data
(Billions)
Y-OY Real Y-O Y*

July 2002 July 2001 Changes Changes
Monet ary Base $ 685.4 $ 615.1 +11. 4% +10. 3%
M $ 1,188.5 $ 1,134.3 + 4.8% + 3. 7%
M2 $ 5,620.7 $ 5,248.6 + 7.1% + 6. 0%

* Real changes year—ever—year, adjusted for consuner price index increase of 1.1%
for the 12—onth period through 6—-30-902.



BOB BRINKERSRECOMMENDED LIST OF NO-LOAD FUNDS

INV.” SIZE % Totd Return $1000INV. EST.2 TEL. ANN.P PRICE
FUND OBJ. MILS$ 97 98 99 00 01 02 1-1-97= YD. SWCH EXP. 7-31-02
(7-31)
Baron Growth Fund G $831 3.1 01 447 (46) 127 (10.1) $1835 0.0% # 1.40% 27.57
767 Fifth Avenue BGRFX
49" Floor
New York, NY 10153
800-992-2766
Baron Small Cap Fund CGA $717 - 22 708 (175) 52 (45 - 01% # 1.39% 14.52
767 Fifth Avenue BSCFX
49" Floor
New York, NY 10153
800-992-2766
Gabdlli Asset Fund G $1635 381 159 285 (24) 02 (15.7) $1696 0.7% Yes 1.37% 27.80
One Corporate Center GABAX
Rye, NY 10580
800-422-3554
TIAA/CREF Equity Index Russdl$ 115 - - - - (11.6) (19.1) --- 0.1% Yes 0.26% 6.51
730 Third Avenue 3000
New York, NY 10017 TCEIX
800-223-1200
TIAA/CREF Growth&Income G& | $ 508 - 305 245 (7.3) (134) (2.7) --- 0.9% Yes 0.43% 9.41
730 Third Avenue TIGIX

New York, NY 10017
800-223-1200

*  Investment Objective Codes: CGA = Capital Gains Aggressive; G = Growth; G&I = Growth & Income

a) Estimated annual yield represents approximate investment income for last 12-months expressed as percentage of fund assets.
b) Annual expense ratio reflects investment advisory fees and other expenses expressed as percentage of total fund assets.

# Telephone redemption available.



BOB BRINKERSRECOMMENDED LIST OF NO-LOAD FUNDS

INV.” SIZE % Totd Return $1000INV. EST.® TEL. ANN. PRICE
FUND OBJ. MIL.$ ‘97 98 99 00 01 ‘02 1-1-97= YD. SWCH EXP. 7-31-02
(7-31)
Dodge & Cox Stock G&l $11421 284 54 202 163 93 (10.3) $1855 16% # 0.55% 89.36

1 Sansome St. (35th FI.) DODGX

San Francisco,CA 94104

800-621-3979

Dodge & Cox Baanced G&|l  $6902 212 6.7 120 151 100 (49 3$1744 32% # 053% 61.19
1 Sansome St. (35th F.) DODBX

San Francisco,CA 94104

800-621-3979

Neuberger & Berman CGA $1056 241 132 260 124 (6.7) (35.1) $1205 0.0% Yes 0.85% 22.26
Focus Fund NBSSX

605 Third Avenue

New York, NY 10158
800-877-9700

Vanguard Calvert Socid Social $88 9.0 (141 (228) --- 10% Yes 0.25% 5.99
Index Fund Index

P.O. Box 2600 VCSIX

Valey Forge, Pa 19482

800-662-2739

Schwab 1000 (R) G $3414 31.9 271 210 (82 (123) (19.0) $1323 0.8% Yes 0.46% 25.89
101 Montgomery St. SNXFX

San Francisco, CA 94101
800-266-5623

Vanguard Index 500 S&P  $58381 332 286 211 (9.1) (12.0) (19.9) $1329 1.0% No 0.18% 84.28
P.O. Box 2600 500

Valley Forge, Pa 19482 VFINX

800-662-2739

R) 0.50% redemption fee on shares held less than six months.

Marketimer iswritten and published monthly by Robert J. Brinker Investment Advisory Services, Limited. All rightsreserved. Although the information in this newdetter is based on sources which are believed to berdliable,
accuracy cannot be guaranteed. All opinions and estimates included herein condtit ute our judgement as of this date and are subject to change. Thisreport isfor information purposesonly. Marketimer employees may from

timeto timeinvest in securities mentioned herein. Copyright & 2002.
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INV." SIZE

FUND OBJ. MIL.$
Vanguard Index (x) Index $2686
Extended Market Portfolio  vexmx
P.O. Box 2600
Valley Forge, Pa 19482
800-662-2739
Vanguard Index (x) Russell $3141
Small Cap Stock Portfolio 2000
(address/phone above) NAESX
Vanguard Index Tota Wilshire $13648
Stock Market Portfolio 5000
(address/phone above) VTSMX
Vanguard International Non  $5009
Growth Portfolio USA
(address/phone above) VWIGX
Rowe Price European Europe $ 705
100 East Pratt St PRESX
Bdtimore, MD 21202
800-638-5660
Longleaf Partner’s Int’l Int'l  $938
6410 Poplar Ave. Growth
Suite 900 LLINX
Memphis, TN 38119
800-445-9469
Rydex OTC Fund CGA $658
6116 Executive Blvd. RYOCX
Suite 400

Bethesda, MD 20852
800-820-0888

% Total Return

$1000 INV.

'97

26.7

24.6

31.0

4.1

17.0

219

'98

8.3

(2.6)

233

16.9

25.8

86.5

'99

36.2

231

23.8

26.3

19.7

24.4

00 01 02
(7-31)
(17.3) $1186

1-1-97=

(155) (9.2)

7)) 31 (186) $1220
(10.6) (11.0) (18.8) $1292
(86) (189) (13.6) $984

(6.7) (20.7) (16.2) $1092

259 105 (9.2) ---

100.6 (37.8) (34.7) (39.3) $1124

x) Vanguard Index Extended and Small Cap funds charge purchase fees of 0.5% or lessto defray expenses of broad diversfication;
annual expense ratios on these funds are extraordinarily low.

#) telephone redemption available

EST.2 TEL. ANN.P PRICE
YD. SWCH EXP. 7-31-02
1.0% No  0.25% 19.10
1.0% No 0.24% 16.14
1.0% No 0.20% 20.76
1.1% Yes 0.52% 12.97
1.0% Yes 1.01% 13.41
23% # 1.79% 11.21
00% Yes 1.15% 6.71



| NTEREST RATES / FI XED- | NCOVE | NVESTI NG

This nmonth we are addi ng duration to our bond market coverage. Duration is the
wei ghted average of the times that interest paynments and the final return of principle
are received. The weights are the present val ues of the paynents, using the bond's
yield—+to—+mturity as the discount rate. The academic rule of thunb states that the per-
centage change in the price of a bond or bond fund is the duration nmultiplied by the
change in interest rates. Applying duration to the Vanguard G nnie Mae Fund, the
fund’s current duration of 3.4 suggests that a one percent increase in internedi ate
terminterest rates would result in approximately a 3.4% decline in the net asset val ue
of the fund.

Mar ketimer’s fixed—ncome recommendati ons have a current average yield of 5.12%
an average maturity of 5.0 years, and an average duration of 3.2.

Fund Wei ghti ng Yield Avg. Mat. Dur ati on
Vanguard Fi xed—+nconme Short—Term Federal (VSGBX) 25% 3.19% 2.5 2.1
Vanguard G nnie Mae Fund (800—662-—7447) (VFI 1 X) 50% 5.45% 4.7 3.4
Dodge & Cox I ncone Fund (800—621-3979) (DODI X) 25% 6.39% 8.2 4.0

Subscri bers who prefer to keep fixed—ncone nonies at Vanguard may substitute
Vanguard Inflation Protection Securities Fund (VIPSX) for Dodge & Cox |ncone Fund.
VI PSX has a current base yield of 2.49% plus inflation adjustnments based on the con-
sumer price index, paid quarterly.

Qur favorite nmoney market funds with | ow expenses are Vanguard Prine Money Market,
yielding 1.56% and for tax—exenpt income, Vanguard Tax—Exenpt Mney Market Fund,
yielding 1.43% Please note the tax—exenpt noney market fund is currently vyielding
al nost as nuch as the taxable noney market fund. Vanguard al so offers tax—exenpt funds
for residents of CA, FL, MA, NJ, NY, OH and PA. W also |ike state general obligation
bonds for tax—free incone, with maturities in the 10+t0—2 year range.

I NDI VI DUAL | SSUES

Mar keti mer reconmends limting exposure to individual conmpany stocks to no nore
than 4% of an equity portfolio. Index shares such as SPY, VTlI, DI A and QQQ are not
limted to 4% as they are linked to the performance of underlying stock indexes.
The followi ng issues are currently rated hol d:

| SSUES Bet a Exchange Synbol 8-02 Price Est. earnings per share
M crosoft 1.27 Nasdaq MSFT 45 1.90 (6-03) 2.15 (6-04)
Vodaf one/ Ai r Touch 1.10 NYSE VOD 14. 50 0.80 (3-03) 0.84 (3-04)
S&P Dep. Receipts 1.00 AMEX SPY 88 4.22 (2002) 4.71 (2003)
Total Market VI PERs 1.03 AMEX VTI 82 n/ a

DJI A Di anonds 0.97 AMEX DI A 84 5.00 (2002) 5.80 (2003)
Nasdag 100 | ndex 1.67 ANMEX QQ 22.25 *

* Marketinmer estimates the forty—targest profitable conpanies in the Nasdag 100 | ndex
are trading at a weighted average nultiple of 33.8 tines projected 2002 ear ni ngs.
These conpani es account for about 75% of the Nasdaq 100 I ndex capitalization

ACTI VE/ PASSI VE PORTFOLI O

The Marketinmer active/passive portfolio has an investnment objective that is very
simlar to Model Portfolio Il on page eight. The portfolio currently holds 65%in
stock market cash reserves, with 25%in Vanguard Total Stock Market |ndex, 5% in
T. Rowe Price European or Vanguard European |Index, and 5% i n Vanguard |nternationa
Growth. The portfolio features broad diversification, very |ow expenses, high tax—
ef ficiency and ri sk managenent.

RECOMVENDED LI ST CHANGE Gabel li Growt h Fund has been del eted from coverage. Gabell
Asset Fund remains on the list and is also a 5% holding in Mdel Portfolio Il

7



MARKETIMER NO-LOAD MUTUAL FUND MODEL PORTFOLIOS

The Marketimer no-load model portfolios are designed to provide investors seeking aggressive, growth and balanced objectives with a

strategic approach to investing in no-load funds over the long-term.

Model Portfolio | is designed for investors with aggressive growth investment objectives. Such investors seek maximum returns and
arewilling and able to accept high levels of risk and volatility. Current incomeis not afactor in this portfolio.

Model Portfolio Il isdesigned for investors with long-term growth objectives. Such investors seek to enhance the value of capital
over time and assume areasonable level of diversified market risk. Current income is not an important factor.

Model Portfolio 111 is designed as a balanced portfolio for current investment income along with capital preservation and modest
growth. The portfolio isallocated evenly between equities and fixed-income securities. This portfolio is best suited to investors nearing or

aready enjoying aretirement lifestyle.

MARKETIMER MODEL PORTFOLIO |

Current Holdings %
Baron Growth 05
Baron Small Cap. 05
Rowe Price European 05
Vanguard Int’l. Growth 05
TIAA/CREF Equity Index 15
Money Market 65
100%

MARKETIMER MODEL PORTFOLIO Il

Current Holdings %
Gabelli Asset Fund 05
Rowe Price European 05
Dodge & Cox Stock Fund 05
Vanguard Int’l. Growth 05
TIAA/CREF Equity Index 15
Money Market 65
100%

MARKETIMER MODEL PORTFOLIO Ill

Current Holdings %
Vanguard Short-Term Federal 25
Vanguard Ginnie Mae Fund 25
Rowe Price European 025
Dodge & Cox Stock Fund 05
TIAA/CREF Growth & Income 07.5
Vanguard Int’l. Growth 02.5
Money Market 32.5
100%

(%$20,000 value on 1-1-88)

Beta
1.05
111
0.68
0.72
1.00
0.00
033

Vaue  7-31-02 % Change
$ 4,309

3,719

2,431

2,050

13,482

101,911

$ 127,902 + 540%

(%$20,000 value on 1-1-88)

Beta
0.71
0.68
0.61
0.72
1.00
0.00
0.29

Vaue 7-31-02 % Change
$ 3,592

2,713

4,438

2,083

9,560

82,368

$ 104,754 + 424%

(%40,000 value on 3-1-90)

Beta
0.00
0.00
0.68
0.61
1.03
0.72
0.00
014

Value 7-31-02 % Change
$ 28,873

32,975

2,110

8,542

7,496

1,797

39,590

$ 121,383 + 203%
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Make check or money order payable to Marketimer and send to:
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Marketimer
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